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MEMORANDUM 


TO: Richard Bennion 
FROM: OAL Front Desk J 0 
DATE: 8/26/2014 
RE: Return of Approval Rulemaking Materials 

OAL File No. 2014-0710-0lS 

OAL hereby returns this file your agency submitted for our review (OAL File No. 2014-0710-0lS 
regarding Business Inventory Exemption). 

If this is an approved file, it contains a copy of the regulation(s) stamped "ENDORSED APPROVED" 
by the Office of Administrative Law and "ENDORSED FILED" by the Secretary of State. The effective 
date of an approved regulation is specified on the Form 400 (see item B.5). Beginning January 1, 
2013, unless an exemption applies, Government Code section 11343.4 states the effective d~te of an 
approved regulation is determined by the date the regulation is filed with the Secretary of State (see the 
date the Form 400 was stamped "ENDORSED FILED" by the Secretary of State) as follows: 

(1) January 1 if the regulation or order of repeal is filed on September 1 to November 30, inclusive. 
(2) April 1 if the regulation or order of repeal is filed on December 1 to February 29, inclusive. 
(3) July 1 if the regulation or order of repeal is filed on March 1 to May 31, inclusive. 
(4) October 1 if the regulation or order of repeal is filed on June 1 to August 31, inclusive. 

If an exemption applies concerning the effective date of the regulation approved in this file, then it will 
be specified on the Form 400. The Notice of Approval that OAL sends to the state agency will contain 
the effective date of the regulation. The history note that will appear at the end of the regulation section 
in the California Code of Regulations will also include the regulation's effective date. Additionally, the 
effective date of the regulation will be noted on OAL's Web site once OAL posts the Internet Web site 
link to the full text of the regulation that is received from the state agency. (Gov. Code, secs. 11343 
and 11344.) 

Please note this new requirement: Unless an exemption applies, Government Code section 11343 
now requires: 

1. 	 Section 11343(c)(l): Within 15 days of OAL filing a state agency's regulation with the Secretary 
of State, the state agency is required to post the regulation on its Internet Web site in an easily 
marked and identifiable location. The state agency shall keep the regulation posted on its Internet 
Web site for at least six months from the date the regulation is filed with the Secretary of State. 

2. 	 Section 11343( c )(2): Within five ( 5) days of posting its regulation on its Internet Web site, the 
state agency shall send to OAL the Internet Web site link of each regulation that the agency posts on 
its Internet Web site pursuant to section 11343(c)(l). 



OAL has established an email add ss for state agencies to send the Internet eb site link to for each 
regulation the agency posts. Please send the Internet Web site link for each regulation posted to OAL at 
postedregslink@oal.ca.gov. 

NOTE ABOUT EXEMPTIONS. Posting and linking requirements do not apply to emergency 
regulations; regulations adopted by FPPC or Conflict of Interest regulations approved by FPPC; and 
regulations not subject to OAL/APA review. However, an exempt agency may choose to comply with 
these requirements, and OAL will post the information accordingly. 

DO NOT DISCARD OR DESTROY THIS FILE 
Due to its legal significance, you are required by law to preserve this rulemaking record. Government 
Code section 11347.3(d) requires that this record be available to the public and to the courts for possible 
later review. Government Code section 1134 7 .3( e) further provides that " ...no item contained in the 
file shall be removed, altered, or destroyed or otherwise disposed of." See also the State Records 
Management Act (Government Code section 14740 et seq.) and the State Administrative Manual (SAM) 
section 1600 et seq.) regarding retention of your records. 

If you decide not to keep the rulemaking records at your agency/office or at the State Records Center, 
you may transmit it to the State Archives with instructions that the Secretary of State shall not remove, 
alter, or destroy or otherwise dispose of any item contained in the file. See Government Code section 
11347.3(t). 

Enclosures 
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Office of Administrative Law 

In re: 

Board of Equalization 


NOTICE OF APPROVAL OF REGULATORY 
ACTION 

Regulatory Action: 
 Government Code Section 11349.3 

OAL File No. 2014-0710-01 S Title 18, California Code of Regulations 


Adopt sections: 

Amend sections: 133 

Repeal sections: 

The Board of Equalization proposed to amend section 133 of title 18 of the California 
Code of Regulations to include certain space flight property, not operationally reusable, 
the control over which is relinquished by the owner on launch, as business inventory 
eligible for exemption from taxation under section 219 of the Revenue and Taxation 
Code, 

OAL approves this regulatory action pursuant to section 11349.3 of the Government 
Code. This regulatory action becomes effective on 10/112014. 

Date: 8/21/2014 

Assistant ~ref Counsel 

For: DEBRA M. CORNEZ 
Director 

Original: Cynthia Bridges 
Copy: Richard Bennion 



STl\JE OF CAI tFORNIA··OFFICE OF ADMINISTRATIVE LAW 

NOTICE' PUBLICATION/REGULATI 
STD. 400 (REV. 01-2013) 

OAL FILE NOTICE FILE NUMBER I REGULATORY ACTION NUMBER EMERGENCY NUMBER 

NUMBERS Z-2014-0325-02 

For use by Secretary of State on~y 

NOTICE REGULATIONS 

AGENCY FILE NUMBER (If any) AGENCY WITH RULEMAKING AUTHORITY 

State Board of Equalization 

A. PUBLICATION OF NOTICE (Complete for publication in Notice Register) 
FIRST SECTION AFFECTED 2. REQUESTED PUBLICATION DATE1. SUBJECT OF NOTICE TITLE(S) 

TELEPHONE-NUMBE'R-----rAX NUMBER (Optional)4. AGENCY CONTACT PERSON 

NOTICE REGISTER NUMBER 

D Disapproved/ 
Withdrawn 

B. SUBMISSION OF REGULATIONS (Complete when submitting regulations) 

1a. SUBJECT OF REGULATION(S) 1b. ALL PREVIOUS RELATED OAL REGULATORY ACTION NUMBER(S) 

Business Inventory Exemption 

2. SPECIFY CALIFORNIA CODE OF REGULATIONS TITLE(S) AND SECTION($) (Including title 26, if toxics related) 

SECTION(S) AFFECTED 
ADOPT 

(List all section number(s) 
individually. Attach 

additional sheet if needed.) 
TITLE(S) 

18 

AMEND 

133 
REPEAL 

4. ALL BEGINNING AND ENDING DATES OF AVAILABILITY OF MODIFIED REGULATIONS AND/OR MATERIAL ADDED TO THE RULEMAKING FILE (Cal. Code Regs. title 1,§44 and Gov.Code §11347.1) 

5. EFFECTiVE DATE OF CHANGES (Gov. Code,§§ 11343.4, 11346.l(d); CaL Code Regs., title 1, §100) 

Effective January 1, April 1, July 1, or D Effective on filing with D § 100 Changes Without D Effective 

October 1 (Gov. Code §11343.4(a)) Secretary of State Regulatory Effect other (Specify) 


6. CHECK IF THESE REGULATIONS REQUIRE NOTICE TO, OR REVIEW, CONSULTATION, APPROVAL OR CONCURRENCE BY, ANOTHER AGENCY OR ENTITY

D Department of Finance (Form STD. 399) (SAM §6660) D Fair Political Practices Commission D State Fire Marshal 

Other (Specify) 

7. CONTACT PERSON TELEPHONE NUMBER FAX NUMBER (Optional) E-MAIL ADDRESS (Optional) 

Richard E. Bennion (916) 445-2130 (916) 324-3984 rbennion@boe.ca.gov 

For use by Office of Administrative Law (OAL) only8. I certify that the attached copy of the regulation(s) is a true and correct copy 

of the regulation(s) identified on this form, that the information specified on this form 

is true and correct, and that I am the head of the agency taking this action, 

or a designee of the head of the agency, and am authorized to make this certification. 


SIGNATURE OF AGENCY Hi:AD OR DESIGNEE DATE 

July 9, 2014 

Joann Richmond, Chief, Board Proceedings Division 

3. TYPE OF FILING 

[E:J Regular Rulemaking (Gov. 
Code§11346l 

0 Certificate of Compliance: The agency officer named 
below certifies that this agency complied with the 

Emergency Readopt (Gov. 
Code, § 11346. 1 (h)) 

D Changes Without Regulatory 
Effect (Cal. Code Regs.. title 

D Resubmittal of disapproved or provisions of Gov. Code§§11346.2· 11347.3 either 1, §100)
withdrawn nonemergency 
filing (Gov. Code §§11349.3; 

before the emergency regulation was adopted or 
within the time period required by statute. 

File& Print D PrintOnly 

11349.4)

D Emergency (Gov. Code, D Resubmittal of disapproved or withdrawn 0 Other(Specify) ___________________ 
§ 11346. 1 (b)) emergency filing (Gov. Code, § 11346.1) 

mailto:rbennion@boe.ca.gov


Text of Proposed Amendments to 


California Code of Regulations, Title 18, Section 133 


133. Business Inventory Exemption. 

(a) Scope of Exemption. 

(1) "Business inventories" that are eligible for exemption from taxation under Section 129 of 
the Revenue and Taxation Code include all tangible personal property, whether raw 
materials, work in process or finished goods, which will become a part of or are themselves 
items of personalty held for sale or lease in the ordinary course of business. 

(A) The phrase "ordinary course of business" does not constitute a limitation on the type 
of property which may be held for sale or lease, but it does require that the property be 
intended for sale or lease in accordance with the regular and usual practice and method of 
the business of the vendor or lessor. 

(B) The phrase "goods intended for sale or lease" means property acquired, 
manufactured, produced, processed, raised or grown which is already the subject of a 
contract of sale or which is held and openly offered for sale or lease or will be so held 
and offered for sale or lease at the time it becomes a marketable product. Property which 
is ready for sale or lease must be displayed, advertised or otherwise brought to the 
attention of the potential purchasers or lessees by means normally employed by vendors 
or lessors of the product. 

(2) "Business inventories" includes: 

(A) Containers or container material such as kegs, bottles, cases, twine and wrapping 
paper, whether returnable or not, if title thereto will pass to the purchaser or lessee of the 
product to be sold or leased therein. 

(B) New and used oak barrels used in the manufacturing process that physically 
incorporate the flavor- and aroma-enhancing chemical compounds of the oak into wine or 
brandy to be sold, when used for this purpose. However, an oak barrel is no longer 
business inventory once it loses the ability to impart the chemical compounds that 
enhance the flavor and aroma of the wine or brandy. An "oak barrel" used in the 
manufacturing process is defined as having a capacity of 212 gallons or less. Oak barrels 
not used in the manufacturing process but held for sale in the ordinary course of business 
are also considered business inventory. 

(C) Materials such as lumber, cement, nails, steel beams, columns, girders, etc., held by a 
licensed contractor for incorporation into real property, providing the real property will 
not be retained for the licensed contractor's use. 

(0) Crops and animals held primarily for sale or lease and animals used in the production 
of food or fiber and feed for animals in either category. 



(E) Space flight property, not operationally reusable, listed in the International Traffic in 
Arms Regulations on the United States Munitions List C22 CFR § 121. l ), the control over 
which is relinquished by the owner upon launch. 

(i) "Space flight" means any flight designed for suborbital, orbital, or interplanetary 
travel. 

(ii) The phrase "control over which is relinquished by the owner upon launch" means 
the transfer of control to a federal launch safety authority for space flight termination 
purposes. 

(b) Exclusions. Property eligible for the "business inventories" exemption does not include: 

( l) Property of any description in the hands of a vendee, lessee or other recipient on the lien 
date which has been purchased, leased, rented, or borrowed primarily for use by the vendee, 
lessee or other recipient of the property rather than for sale or lease or for physical 
incorporation into a product which is to be sold or leased. Examples of property excluded 
from business inventories are office supplies, furniture, machines and equipment and 
manufacturing machinery, equipment and supplies such as dies, patterns, jigs, tooling or 
chemicals used to produce a chemical or physical reaction, and contractors' supplies, tools, 
corn.:rete forms, and other items that wiil not be incorporated into and become a part of the 
property. Also ineligible are materials that a contractor is holding to incorporate into real 
property that will be retained for his own use. 

(2) Property being used by its owner for any purpose not directly associated with the 

prospective sale or lease of that property. 


(3) Property actually leased or rented on the lien date. 

(4) Property which has been used by the holder prior to the lien date, even though held for 
lease on the lien date. 

(5) Property intended to be used by the lessor atler being leased or during intervals between 
leases even though held for lease on the lien date. 

(6) Property in the hands of a lessor who, with intent to enjoy the benefits of the inventory 
exemption, had leased the property for a period that expired shortly before the lien date but 
who renewed, extended or renegotiated the lease shortly thereafter. 

(c) Service Enterprises. Property held by a person in connection with a profession which is 
primarily a service activity such as medicine, law, architecture or accountancy is not "business 
inventories" held for sale or lease even though such property may be transferred to a patient or 
client incidental to the rendition of the professional service. Property held by enterprises 
rendering services of a nonprofessional type such as dry cleaners, beauty shop operators and 
swimming pool service companies is to be regarded as ''business inventories" held for sale if 
such property is delivered as an item regularly included in the service. 
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(d) Repairers and Reconditioners. Persons engaged in repairing or reconditioning tangible 
personal property with the intent of transferring parts and materials shall be regarded as holding 
said parts and materials as "business inventories." 

(e) Agricultural Enterprises. Animals, crops and feed held primarily for sale or lease in the 
ordinary course of business are included in the term ''business inventories," as are animals used 
in the production of food or fiber and feed for such animals. 

( l) "Animals used in the production of food and fiber" includes all animals customarily 
employed in the raising of crops or for the feeding, breeding and management oflivestock, or 
for dairying, or any other confined animals whose products are normally used as food for 
human consumption or for the production of fiber usefol to man. Excluded are animals held 
by an owner or lessee principally for sport, recreation or pleasure such as show animals, 
horses held for racing or horses and other animals kept as pets. 

(2) The term "crops" means all products !:,>Town, harvested, and held primarily for sale, 
including seeds held for sale or seeds to be used in the production of a crop which is to be 
held primarily for sale. It does not include growing crops exempted pursuant to Article XIII, 
section 3(h), of the California Constitution or fruit trees, nut trees, and grapevines exempted 
by section 223 of the Revenue and Taxation Code. 

(3) The term "food" means property normally considered as food for human consumption. 

(4) Feed for animals held primarily for sale or lease or for animals used in the production of 
food or fiber constitutes "business inventories" subject to exemption. It includes every type 
of natural-grown or commercial product fed to animals except medicinal commodities 
intended to prevent or cure disease unless the medicinal commodities are purchased as a 
component part of feed for such animals. 

Note: Authority cited: Section 15606, Government Code. Reference: Sections 129 and 219, 
Revenue and Taxation Code. 

Page 3 of 3 




